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CURRENT ECONOMIC AND BUSINESS OPPORTUNITIES IN INDONESIA 
 
 
 
 
In common with all other organisations involved in bilateral trade between Australia 
and Indonesia, the AIBC has found the recent turn of events in Indonesia difficult to 
comprehend.  It is hard to believe that a country, which only twelve months ago was 
on the verge of becoming one of the “Asian tigers”, with annual economic growth in 
excess of 7% over several years, is now facing a long period of negative growth (for 
the current year, estimated between 15 and 20%).  Inflation, having been kept in 
below 10% for the previous two or three years is likely to be well over 100% for this 
year.  Rupiah borrowing interest rates are astronomical, effectively preventing 
borrowing.  On some estimates, more than half of Indonesia’s 200 million plus 
citizens are, or soon will be, living below the poverty line.  Per capita annual income 
is down to around US$300, putting Indonesia right back down at the foot of the table 
internationally (alongside Bangladesh – where it was in 1966 when the Soeharto 
New Order government came to power). 
 
These are appalling statistics which all Australians should be concerned about and 
other speakers at this seminar will no doubt examine this humanitarian crisis in more 
detail. 
 
The National Board of the Australia-Indonesia Business Council of which I am a 
member became so concerned about the economic decline in Indonesia that as a 
gesture of solidarity the Board cancelled its two Australian “face to face” meetings 
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this year and instead decided to have one meeting in Jakarta so that Board members 
could view the situation there first hand and talk to key people in Indonesia about 
the current situation and what might be done to help.  This meeting of the Australia-
Indonesia Business Council was held in July this year and it also afforded the 
opportunity to have a joint meeting with our counterpart organisation, the Indonesia-
Australia Business council.  Normally a joint meeting is held once a year at the 
annual joint conference of the AIBC and IABC but this year’s conference in 
Adelaide had to be postponed due to the economic crisis and there was no other 
opportunity for the two Boards to meet. 
 
Recognising the importance of this meeting, all Australian Board members attended 
along with all but one of the Indonesian Board members (with the absentee only 
prevented from attending by ill health).  This historic meeting reviewed the current 
economic situation in the Republic and the decline in bilateral trade and investment.  
One surprise, a report from Bruce Wallace, the manager of Austrade’s operations in 
Jakarta, was that for the first time in living memory the balance of trade between 
Australia and Indonesia was in Indonesia’s favour.  This trade reversal was not, 
however, the result of increased Indonesian exports to any great extent but rather of 
the dramatic decline in Australian exports to Indonesia with the most significant 
reduction occurring in the area of live cattle export which all but stopped at the end 
of 1997.  The previously burgeoning live cattle market to Indonesia is for now at 
least dead. 
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The joint meeting identified many difficult problems faced by the Indonesian 
economy with the most important problem appearing to be the breakdown in the 
distribution networks within the country.  This results in vital foodstuffs, even those 
which are not in short supply, not always being able to be delivered to areas of need.  
The main cause of this problem had been that Indonesians of ethnic Chinese 
extraction had almost exclusively operated the distribution network in the past.  
However, as so many of them have now left the country, their distribution 
businesses have ceased to operate.  Some commentators have suggested that there 
was a conscious government effort to take distribution out of the hands of Chinese 
Indonesians, in an attempt to transfer that activity to small-scale priburni enterprises 
or cooperatives.  Experience and expertise are vital to success in distribution as in 
any other business, and such attempted handovers are more than likely doomed to 
fail.  There are also anecdotal reports of widespread pilfering and looting of 
commodities from warehouses and vehicles, at times organised with something 
approaching military precision.  
 
Other major factors in the current economic situation include uncertainties in the 
rupiah exchange rate (currently at relatively much healthier levels than in the past 
few months, but still so volatile that you would be very brave to bet that it will 
remain there) and the banking system, coupled with extreme political uncertainty has 
created a gross lack of confidence in Indonesia as a place to invest.  There is an 
urgent need for political stability to help underpin the economy of Indonesia, but no 
real prospect of that occurring before the elections expected next May. 
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The date for political certainty to start to return could easily be extended to 
November 1999, when a new President is expected to be inaugurated – and quite 
possibly to an indefinite date after that, if there is no clear result in the election.  
After all, the inability of successive prime ministers in the 1950s to form lasting 
coalitions from the multiplicity of parties represented in Indonesia’s parliament 
ultimately led to the current authoritarian system of government, which has 
contributed so much to the current problems. 
 
Recent events suggest (barring military intervention or some other overriding event) 
that the election will see an extreme backlash against any candidate with any link to 
former President Soeharto, and that Megawati Sukarnoputri (with significant support 
from the Muslim NU of “Gus Dur”) may ride a wave of popular support to the top 
job.  If she does, that would represent as stunning a rise as that of Corey Aquino in 
the Philippines post Marcos – but it would also raise serious questions regarding the 
policies a Megawati-led government would adopt, and what sort of administrative 
experience and ability it could bring to dealing with the overwhelming problems 
faced by Indonesia.  There is a real possibility, from a foreign investor’s point of 
view, that the ongoing succession uncertainty will not be resolved by the elections, 
but instead will be replaced by a lack of confidence in the ability of a new 
government to govern effectively. 
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Another major topic at the AIBC meting was the insolvency of so many of the large 
Indonesian banks and the need for urgent rationalisation of the banking system to 
restore international confidence in Indonesian banking instruments.  The breakdown 
of the trade finance system has affected the exporting sectors of the Indonesian 
economy (otherwise boosted rather than harmed by the Rupiah crash), by destroying 
the established mechanisms for them to arrange payment for imported raw materials.  
A high proportion of Indonesian conglomerates (some commentators estimate 70%) 
could potentially also collapse, brought down  by the collapse of their group banks, 
or by their foreign currency debts.  Even if they can escape those millstones, 
Indonesian businesses will be vulnerable because of the skyrocketing cost of foreign 
inputs to the extent they depend on domestic or intra ASEAN markets. 
 
As in any crisis, there are always winners and losers and while so many businesses 
are suffering, many opportunities arise for others who are alert to those opportunities 
and who have the resources or skills needed.  It is largely on this topic that I wish to 
comment today. 
 
One feature of the economic downturn in Indonesia up to date has been the 
continuing level of commitment of Australian enterprises.  The Australian 
Ambassador to Indonesia, the Honourable John McCarthy, said in a recent speech 
delivered while he was in Brisbane, that of the 400 Australian businesses who have a 
presence in Indonesia well over 90% have retained their presence despite the 
economic downturn.  Of course, many Australian businesses have reduced the level 
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of their representation but it is pleasing to find that for the most part they have not 
abandoned the Republic and that they continue to maintain links with it. 
 
In many cases, Australian companies are playing an active part in attempts to revive 
the economy and to improve conditions for their local workforce.  The Ambassador 
mentioned that a number of Australian companies were involved in voluntary aid 
programs and were providing humanitarian assistance for workers and the 
communities in which their businesses operate.  It is certainly to the long-term 
benefit of Australia that Australian businesses operate in this way although at the 
end of the day Australian businesses have to account to their shareholders and 
financiers for their trading performance and there are obvious limits on the 
humanitarian assistance they are able to provide. 
 
The AIBC, through its chairman Rob Hogarth, has consistently urged businesses to 
“stick with Indonesia” and to be a good friend in this time of crisis.  This means that 
many Australian companies must look to the long term which is not something that 
Australian companies have traditionally done.  By maintaining relationships and 
supporting Indonesia in this time of need, there is the promise of better returns in the 
long term and many Australian enterprises appear to be recognising this view.  It is 
to be hoped that the Australian Government may offer through AusAid or other 
bodies some subsidies for Australian companies involved in humanitarian relief.  I 
have recently written the Prime Minister and other leading political figures strongly 
recommending a dollar for dollar subsidy for aid of this kind on the ground in 
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Indonesia.  This seems a very practical way to get more out of the Australian aid 
dollar. 
 
In terms of business opportunities, it is obvious that live cattle export and  any 
export activity involved in what might be considered the luxury or even the 
consumer end of the market will have little chance of success in the short term.  
Thus aircraft or car parts manufacturers, vintage wine makers, golf course equipment 
manufactures and the like may also have limited short term markets for their 
products in Indonesia. 
 
On the other hand, there will be successful businesses in Indonesia, which will need 
imports of goods and services.  Notwithstanding the potential problems for exporters 
mentioned previously, those Indonesian enterprises exporting outside ASEAN have 
strong opportunities in front of them.  Indonesia’s big exporters are in clothing, 
textiles, footwear, plantation products, plywood, minerals and oil and gas.  Some 
entities in those industries will be very profitable and liquid, and might look to 
invest further in their industries, and possibly in suppliers to their industries.  
Supplying these industries, or taking part in them, are where the immediate 
opportunities will be in Indonesia. 
 
One area in which all advisers agree there are distinct opportunities for Australian 
businesses in the area of resource development.  The Indonesian Government 
obviously needs to extract as much foreign currency as it can from its exports and 
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there are many opportunities for it in the mining sector in the export of oil, gas, coal, 
precious metals and other commodities.  It can be expected that new mines in 
Indonesia will be fast tracked if there are proven markets for its product and 
Australian companies and consultants in their area can expect to find opportunities 
for growth and expansion of their existing activities. 
 
Other Indonesian export industries tie in closely with some traditional Australian 
exports to Indonesia and with areas of great Australian expertise, and so can be 
expected to provide opportunities for Australian enterprises.  That is most likely to 
occur in textile, clothing and footwear manufacture, boosting (or at least shoring up)  
existing cotton and hide and skin exports, and opening investment opportunities in 
the cotton production and processing and hide treatment industries. 
 
Agribusiness and plantation industries in which there is particular Australian 
expertise will also be obvious markets for Australian goods and services, and 
possible fields for investment. 
 
Another potential area for Australian involvement is the Indonesian government’s 
commitment to privatisation of interests in state owned enterprises (telecoms, 
satellite operation, cement, tin and gold mining) by sale of interests to foreign 
partners, with the intent that those partners will bring technology and expertise to the 
operations that will make them more attractive to the capital markets upon a public 
share sale or issue.   There is also the intent to make public share offers in other state 
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companies dealing in steel making, port and airport operation, toll roads, palm oil 
production, and coal mining.  Obviously those opportunities are at the big end of 
town, but a number of those areas are ones where Australian companies are very 
expert and could look at making strategic investments or at least providing services 
to other investors.  Of course, this is an area where political uncertainties may have a 
significant impact.  The stance of a new government on such public asset sales is 
difficult if not impossible to say.  One only has to look at the political divisions here 
over the possible sale of further interests in Telstra to see how contentious such sale 
programs can be.  The possibility of heightened “economic nationalism” in 
Indonesia may derail or delay any privatisations. 
 
It should be mentioned that other legislative changes have been made this year 
which may ultimately encourage or assist foreign investment – for example, foreign 
interests can now hold 100% of listed companies, giving the chance to enter fields 
otherwise closed to foreign investment.  It is now easier for foreign owned 
Indonesian companies to acquire other Indonesian companies.  Education conducted 
in Indonesia is also now open to foreign involvement. 
 
As part of the IMF reforms package, the “negative list” of business areas closed to 
foreign investment has been revised and pared down.  Regulations relating to 
wholesale distribution and retailing are being relaxed to take those fields out of 
exclusively Indonesian hands.  Admittedly that is an area which typifies some of the 
recent reforms – initial regulations have come out which read well but which are 
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fairly superficial and need considerable expansion by “implementing regulations” – 
however, those have yet to see the light of day, and until they do the government 
bodies administering investment won’t act on them and won’t commit themselves on 
what the regulations actually mean.  These areas should also be reformed by 2003 as 
part of the GATT process. 
 
In the services area, there is obviously considerable scope for professional people 
skilled in insolvency law and corporate reconstruction.  Hopefully this will only be a 
short term need.  There is particular need for those with insolvency expertise in the 
banking area where so much rationalisation is necessary. 
 
The Australia-Indonesia Business Council is closely monitoring areas of opportunity 
of trade and investment and to keep its over 500 members throughout the country 
informed of these opportunities so there is up to date information available.  It 
should be noted in reverse that there are a number of Indonesian businesses which 
are seeking to diversify into Australia and our State Government’s departments 
concerned with trade including the Department of State Development are carefully 
monitoring these developments and encouraging investment. 
 
The Australia-Indonesia Business Council in Queensland established a few months 
ago a business matching service at the local level to help find part time jobs for 
Indonesian students studying in Australia, to allow those students to keep themselves 
here.  At the national level, a new service has been established on the AIBC website 
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called “Matchmaker” which is designed to help expatriate Australians (and 
Australian educated Indonesians) in Indonesia and Indonesian students in Australia 
find jobs. 
 
I believe we must also continue to think positively about the bilateral relationship 
and look for all available opportunities to enhance it. 
 
 
